This paper reviews the state of knowledge on the effectiveness of donor interventions aimed at improving the regulatory environment for private sector development in developing countries. Where regulatory reform is undertaken, the expectation is that there will be improvements to economic and welfare outcomes. By providing a review of the evidence on the results of regulatory reform, the paper aims to increase understanding of the types of interventions that are likely to have a positive impact on private sector development in developing countries.
Introduction
Private sector development (PSD) has long been seen as a sine qua non for economic growth and poverty reduction in developing countries. 'Private sector development' is a broad concept, however, encompassing a wide range of strategies, institutions and actors. It covers both formal and informal sectors; micro, small, medium and large enterprises; business associations and financial institutions; and non-profit organizations. The private sector also includes households who operate as consumers of goods and services and as suppliers of labour.
Donors have supported a wide range of interventions under the overall umbrella of private sector development. At the macro level, assistance has been directed at establishing an overall business environment that fosters opportunities for investment, entrepreneurship and job creation. At the meso level, donor initiatives have been aimed at improving the functioning of labour and capital markets. At the micro level, private sector support has been targeted at particular sectors or clusters of individual enterprises. The relative importance attached to these various levels of intervention has varied between donors and over time, reflecting shifting priorities between establishing 'a level playing field' for PSD, or targeted interventions aimed at supporting particular sectors or economic actors. 1 Currently, much of the donor assistance to PSD is directed towards building complementary partnerships between the public and private sectors, where responsibility for delivery is delegated to civil society and private sector organizations.
'Market failure' is one of the distinguishing characteristics of underdevelopment and market imperfections are evident, to varying degrees, in all developing countries. These market failures occur when there are appreciable externalities, missing or incomplete markets, information asymmetries or public good attributes in economic transactions. Regulation is intended to correct these market failures and thereby add to economic efficiency and growth. In addition, regulation is needed where market transactions are perceived to lead to socially unacceptable income and wealth distributions, or where there is an expectation that the public should have access to certain goods and services (e.g. health care and education) irrespective of ability to pay.
While the case for regulation is not disputed, the optimal level of regulation is one of the most contentious issues in development policy, with critics arguing that regulation often interferes with the efficiency of the market, and advocates arguing that well-designed regulations not only make markets more efficient but also help ensure that market outcomes are more equitable. It is hardly surprising, therefore, that 'regulatory reform' has been a constant and prominent part of donors' PSD programmes. The aim of regulatory reform assistance has been to improve the quality of regulation affecting the private sector. For some donors, the focus has been on reducing the costs to business of existing regulations, through administrative simplification and reduction in regulatory compliance costs. For others, regulatory reform has concentrated on achieving 'better regulation' by improving the quality of new regulations through improved procedures for drafting of legislation. Others have concentrated on strengthening the human and institutional capacity for regulatory management as part of broader public sector reform programmes. This paper reviews the state of knowledge on the effectiveness of donor interventions aimed at improving the regulatory environment for private sector development in developing countries. 2 The term 'regulatory reform' is used in two ways. The first is 'regulatory policy' which covers a specific regulatory intervention, or to a set of regulatory interventions. 3 Typically, the results of regulatory policy are assessed in terms of effectiveness and efficiency. Effectiveness relates to the achievement of planned objectives and goals; efficiency relates to the achievement of these goals at least cost. The second way in which the term 'regulatory reform' is used is to refer to the governance dimension of regulation (IFC 2008) . There is a broad consensus that these principles of good governance encompass proportionality, the regulation should be appropriate to the size of the problem it is intended to address; targeting, the regulation focuses on the problem and does not cause unintended consequences in other areas of the economy or society; consistency in decision-making, to avoid uncertainty; accountability for regulatory actions and outcomes; and transparency in decision-making (Parker 2002 ).
The review is based on evidence drawn, for the most part, from peer-reviewed research literature. The purpose is to increase our understanding of which interventions have had a positive impact on private sector development in developing countries. Where changes to regulation are introduced the expectation is that there will be improvements to economic and welfare outcomes. The challenge therefore, is to ensure that the benefits from regulatory reform are both achieved and outweigh any costs imposed. Donors and their developing country partners increasingly demand robust and credible evidence on the effectiveness of aid programmes which can be used to inform future policy formulation and implementation. This demand from policy makers for reliable answers to the 'what' and 'why' questions of successful development interventions, is reinforced by the pressure on donors to show that spending not only generates positive development outcomes but also represents value for money. As a result, evaluation of policy impact and effectiveness in the area of private sector development is a priority for donors and international development institutions alike.
There are six sections to the paper. Section 2 considers the methodological and practical challenges in evaluating the impact of donor supported regulatory reforms aimed at supporting private sector development. Section 3 reviews the evidence on the impact of regulatory policy on macro-economic performance and on enterprise sector development. Section 4 reviews the evidence on the impact of regulatory governance reform in terms of regulatory institutional independence and the use of regulatory impact assessment (RIA). Section 5 presents the key findings. The final section provides the summary and conclusions.
Evaluating the impact of donor assistance for regulatory reform
The aim of the study is to assess the results of donor-supported regulatory reforms in developing countries. Has regulatory reform contributed to private sector development? If so, can we explain how and why this contribution occurred?
There is no single body of theory in the literature dealing with the precise effects of particular regulation policies. In general, the economics literature appraises regulation by drawing on broad economic principles to do with competitive and non-competitive markets, sometimes referred to collectively as neoclassical economics. A common point of departure for discussing the theory of regulatory impact is to consider how regulatory reform might affect enterprise behaviour and economic activity. The main causal link is from regulation to enterprise behaviour and its effect on productivity, investment and economic growth (Crafts 2006; SAGPA 2010) .
The impact of regulation on productivity, investment and growth can be positive or negative. Regulations that reduce uncertainty will lower the costs of doing business and encourage investment and innovation. Similarly, regulation of uncompetitive market practices will allow greater competition in the market and increased market entry and exit. On the other hand, regulation can have negative impacts on a firm's behaviour and productive activity. The regulatory 'burden' is sometimes measured as the direct administrative costs and other compliance costs incurred by businesses in meeting regulatory requirements. However, indirect costs imposed on business and the wider economy by regulations may be much higher than the compliance costs. If regulation reduces a company's cash flow or increases uncertainty of future cash flows, then investment can be adversely affected. If regulation increases fixed costs of establishing a new business, or acts as a barrier to market entry, then entrepreneurship, innovation and competition are adversely affected, with potentially damaging effects on economic growth.
In practice, regulatory policy is embedded in political processes and institutional structures and the outcomes of regulatory reform are inevitably affected by these non-economic factors. The passage from regulatory reform to economic impact will often involve a complex set of inter-related variables, each of which can influence the final outcome, making it difficult to isolate the fraction of the observed impact that is due to the initial regulatory intervention. Causal chain analysis is a technique for explaining the way in which a regulatory intervention results in an economic impact. A range of different techniques can be used in applying causal chain analysis to regulatory reform. Collectively, these techniques are referred to as impact evaluation. 4 In practice, the method chosen will depend on a variety of factors, including data availability, the scale and complexity of the intervention, the resources available for evaluation, and the level of detailed evidence that policy makers and other stakeholders require on the results and consequences of the intervention. Regression analysis is the most widely used method of impact evaluation of regulatory interventions. Econometric methods can be used for modelling the relationship between one dependent variable (e.g. GDP growth) and other, so-called independent or explanatory, variables (e.g. labour input, investment and technology) that can be expected to cause changes in the dependent variable. An additional explanatory variable reflecting a regulatory change can be added to the independent variables. Regression analysis has the advantage of enabling the researcher to measure the effect and relative importance of a number of variables at the same time. Validity tests in the form of statistical significance tests can be applied to each variable and to the regression equation as a whole, adding to confidence that the results are robust. Regression analysis does rely, however, on the existence of appropriate data and accurate modelling of the interrelationship between the variables. Unless care is used, results can be statistically significant, yet still mislead about the degree of the effect or even the whole causal relationship.
Regression analyses are often based on panel data, which combines time series data (data over time) with cross-country data (comparing across countries in a particular year). But cross-country heterogeneity can make it difficult to quantify the link between the development intervention and performance on a cross-country basis, particularly where the intervention is context-specific and its effects diminished or enhanced by factors such as the level of effective governance, law and order, corruption etc. within countries.
Currently, considerable attention is being given to the use of experimental approaches in evaluating the impact of development policy interventions (Ravallion 2009; White 2009; Cadot et al. 2011) . Randomized controlled trials involve comparing impact variables between units that have been randomly assigned into participant and non-participant (control) groups. The results are then tested for statistical significance. 5 Semi-experimental methods, including 'with-without' and 'before-after' techniques, are more widely used but also rely on being able to select two groups that are identical in all respects except for the intervention. Experimental methods of impact evaluation typically use case study evidence which has the advantage of contextualizing the cause and effect variables. The difficulty is in generalizing beyond the single case.
There have been relatively few studies on the impact of the governance aspects of regulatory reform. Adherence to the principles of open government, including transparency, accountability and consultation, 'enables public scrutiny, gathering facts from those affected by proposals, safeguards against corruption and promotes citizens' trust in government through increased transparency and public participation' (OECD 2011: 15 3 Evidence on regulatory policy reform
Regulatory policy reform and economic performance
As discussed in the preceding section, the economic theory that underlies the case for regulatory reform is based on improving the incentives for investment and productivity gains which together will accelerate the rate of economic growth. We begin, therefore, by summarizing the evidence on the impact of regulatory reform on investment and economic growth. The second part of this section deals with regulatory reform and enterprise sector development. The evidence relating to regulatory reform and investment shows the predicted positive relationship (Box 1). However, the results also indicate that the quality of regulatory governance framework within which the reform policies are implemented, has a significant influence on the investment outcomes.
Box 1: Regulatory reform and investment Eifert (2009) examines the impact of regulation on investment rates, using both aggregate indicators of regulation and individual regulatory indicators. Particular attention is given to the influence of governance quality on the impact of regulatory reforms. The study uses a five year panel of data from the Doing Business database. Two macro performance indicators are used as dependent variables in the regression analysis: investment rates and factor productivity. The main findings are as follows. First, the incidence of regulatory reform was higher in countries with relatively high levels of initial regulation. Second, when an aggregate measure of regulatory reform is used, there is evidence of positive impacts on investment and economic growth, particularly in countries that are poor and relatively well governed. Third, there is little or no evidence in the full sample of countries of significant responses to changes in individual regulation reform, for example, the costs and administrative delays associated with business registration, contract enforcement, property registration and import/export procedures, or to reforms in labour regulations. Taken together, the results suggest that 'relatively well-managed poor countries stand to gain from a broad push for streamlining regulations and procedures affecting businesses'. However, the empirical results could be partly spurious if governments which enact regulatory reforms simultaneously implement other reform measures that impact on economic performance. Kirkpatrick et al. (2006) provide an empirical examination of the hypothesis that an effective regulatory governance framework provides regulatory credibility to the private sector and thereby encourages private investment. Using a dataset on private participation in infrastructure projects in developing countries for the period 1990 to 2002, an econometric model is used to estimate the determinants of foreign direct investment in infrastructure. Two variables are used as measures of the quality of the regulatory environment for the infrastructure sector. The first is taken from the World Bank Governance dataset (Kaufmann et al. 2003) . A second indicator is used to indicate whether independent regulators were established in the telecommunications and electric power industries. The results show both indicators of regulatory quality to be statistically significant and positively related to the private investment in infrastructure. However, when the independent utility regulation variable and the measure for overall governance are both included in the same equation, the former becomes insignificant, although correctly signed. The failure to detect a strong influence for independent utility regulation, independent of the quality of overall governance, may indicate that investors in infrastructure are more likely to be influenced in their investment decision by the overall governance environment than the existence of an independent utility regulatory authority.
The evidence on regulatory reform and economic growth is also consistent with a priori expectations. In general, the studies suggest that there is evidence of a statistically significant and positive relationship between regulatory reform and economic growth (Box 2). However, there are a number of qualifications to this general result. First, it appears to be the case that the quality of regulatory governance and the institutional framework in a country can mitigate the damaging effects of regulatory policy on economic growth, which points to the importance of country-specific factors in affecting the impact of regulation on macroeconomic performance. Second, the level of regulation appears to have a significant effect on economic performance suggesting that there can be a threshold level of regulation below which a reduction in regulatory business costs will have a negligible effect on economic growth performance. 9 Third, the correlation between level of income and level of regulation complicates the empirical estimation of a causal link from regulatory reform to economic growth. Taken together, the results suggest that relatively well managed poorer countries can benefit from a broad programme of reform aimed at improving the regulatory framework affecting businesses (Eifert 2009 ).
Box 2: Regulatory reform and economic growth Djankov et al. (2006) use the World Bank's Doing Business database to establish the relationship between the burden of business regulations and economic growth. The study uses an aggregate index based on seven components in the database that measure the regulatory burden affecting business. 10 The aggregate index is then used in a regression model based on panel data for the period 1993-2002. The results show a statistically significant negative relationship between the regulatory business burden and economic growth of a country in various specifications of the model. The findings suggest that moving from the worst to the best quartile of business regulation implies a 2.3 percentage point increase in average annual growth.
Haidar (2012) also uses the Doing Business database, but replaces the annual regulatory status variable with a regulatory change reform variable, which measures the total number of regulatory reforms happening in a country over a four year period . The regression results show a positive relationship between regulatory reform and economic growth. Controlling for the effect of other economic and institutional variables reduces the size of the coefficient on the regulatory reform variable, but the relationship between reforms and growth remains statistically significant. The results indicate that, on average, business regulation reform is associated with a 0.15 per cent increase in income per capita growth. Jalilian et al. (2007) use the WGI data to derive a measure of the quality of regulatory policy and governance. A regulatory quality index, which measures the regulatory burden on business, and a government effectiveness index, which measures the quality of public provision, competence of civil servants, and the credibility of government decisions are used as measures of overall regulatory quality. Regression analysis applied to the panel dataset show that the regulatory variables have the expected signs in terms of causation and are statistically significant in all cases. The results are consistent with the hypothesis that regulatory quality has a positive and causal impact on economic growth. Loayza et al. (2004) provide an empirical estimate of the impact of regulatory policy on GDP growth and volatility in a large sample of developed and developing countries, using cross country regression analysis. The sample covers up to 76 countries in the late 1990s. The authors find a negative causal relationship between economic growth and overall regulation and separately for product market and labour regulation. However, the results for labour market and product market regulation become small as the overall quality of a country's institutional framework improves, suggesting that better institutions help mitigate, and may even eliminate, the adverse impact of regulation on macroeconomic performance. At the world median level of governance, a one standard deviation increase in overall regulation is predicted to lower annual GDP growth per capita by 0.4 percentage points. However, these effects become smaller, and might be eliminated, by a better quality of a country's overall institutional framework.
The Swedish Agency for Growth Policy Analysis (2010) carried out a regression study of the impact of regulatory burdens on economic growth (and other economic indicators, including profitability, investment and entrepreneurship), again using the Doing Business data on different components of regulatory burden The data cover the period 1970-2010, for all countries included in the Doing Business database. The regression results show a negative correlation between economic growth and the index of overall regulation burden.
9 The level of regulation is correlated with level development. This is confirmed by research on the 'lighter regulated OECD countries, where the overall level of regulation is generally lower than in poorer countries, the impact of regulatory reform on growth is negligible' (Crafts 2006) . 10 The components are: starting a business, protecting investors, employing workers (hiring and firing), registering property, enforcing contracts, getting credit and closing a business.
The empirical evidence of a negative relationship between the overall level of regulation and macroeconomic performance provides policy makers with some reassurance that regulatory reform is more likely to do more good than harm. But there is little guidance in this body of literature on the types of regulatory reform policies that have been effective. Indeed, where researchers have disaggregated the measure of regulatory reform into separate policy areas, the results have failed to produce statistically robust evidence on the impact of individual reform measures. Eifert (2009) , for example, examines the impact of reform in five separate areas-business registration, contract enforcement, labour laws, property registration and import-export-on investment and economic growth. The regression results do not support the underlying hypothesis that regulatory reforms make a significant contribution to economic growth. The results for investment are all insignificant and in many cases have wrong sign. The results for GDP growth show a similar pattern, leading the author to conclude that 'overall, the existing data cannot support strong assertions one way or the other about the aggregate impacts of the individual regulations and procedures studied here' (Eifert 2009: 32) . Put simply, the results provide qualified confirmation of the desirability of regulatory reform but offer no guidance on the particular reform measures that are likely to be effective in strengthening economic performance.
In addition, there are sizeable methodological and data problems associated with this body of research investigation. In terms of method, the studies reviewed used econometric regression analyses to identify the statistical significance of the regulatory variable and the economic outcomes under investigation, after allowing for other variables that might impact on the results (control variables). Used appropriately, regression analysis provides statistically validated evidence on the tested hypothesis. Nevertheless, there are important caveats about its use. The evidence of a statistically significant relationship between the dependent variable (e.g. regulation) and the independent variable (e.g. GDP growth) does not prove that the causality chain runs from regulation to economic outcomes. It is equally plausible to argue that higher economic growth, for example, encourages lower regulation or that economies performing less well may be more prone to regulating in an attempt to solve problems. Although a number of the studies reviewed attempted to control for causation, it may still be the case that countries with stronger economic conditions invest more in regulatory policy or otherwise create better regulations.
A second caveat relates to interpretation of results derived from panel data, which combines time series data (data over time) with cross-country data (comparing across countries in a particular year). The regressions involved estimating a 'best fit' equation to represent the relationship between the dependent (determined) variable and the independent (determining) variables. In reality, cross-country heterogeneity, can make it difficult to quantify the link between regulation and performance on a cross-country basis. This can be expected to be a serious limitation if regulation is context specific and its effects diminished or enhanced by factors such as the level of effective governance, law and order, corruption etc. within countries. These problems are exacerbated when cross-country differences occur over time.
A third set of reservations relates to data adequacy. Sometimes proxy variables are used in the absence of direct measures of regulation, such as of market entry barriers. This is common practice in econometrics in the absence of other, more appropriate, data; but it is essential that the proxy variables are apposite and not just what are available. Particular care needs to be taken with proxy variables for regulatory costs where there is an important distinction to be made between administrative costs-those associated with the provision of information to stakeholders including government (e.g. completing and submitting forms) -and policy and compliance costs-the costs inherent in meeting the aims of a regulation.
Most studies deal with 'regulatory burden' at the economy level, while in practice regulatory policy may be formulated and enforced at the sub-national level. Equally, regulation can be expected to impact differently at the sectoral and industry levels. In particular, most studies being at the economy level fail to distinguish the results for different sizes of businesses. Large enterprises might be expected to be better resourced to comply with regulations than smaller firms and therefore regulation therefore may impact more severely on the latter.
Typically, regulation is treated as a 'stock' or quantity, while the main economic effects may well result from the 'flow' or changes in regulation. It is quite possible that the problem for business may be less the scale of regulation but rather the frequency with which regulations change. Changes in regulation may be more costly to deal with than existing regulation. Once a business has undergone the 'set up' costs of complying with a regulation, removing it may provide little in the way of cost savings. Indeed, if the costs are 'sunk', removing them may achieve no cost savings to business. Replacing them with new regulations, intended to be less burdensome, may actually impose a net cost, contrary to the intention. The frequency or regularity with which businesses need to comply with a regulation may be important and this too is not captured in data concerned simply with the quantity of regulation. In other words, understanding the dynamics of regulatory policy requires a more refined approach to regulation than can be extracted from regression analysis.
More generally, the literature focuses on economic regulation and economic outcomes. But regulation is intended to improve not just economic welfare, but also social and environment welfare. The concentration upon regulatory costs or 'burdens' can therefore provide misleading policy results because the crucial importance of regulations to 'balanced' development is ignored. In which case, the results from the empirical studies are at best partial in nature, and do not capture the true welfare effects of regulation and therefore of reducing regulation. As the authors of Doing Business acknowledge, the indicators are 'limited in scope… [and do] not consider the costs and benefits of regulation from the perspective of society as a whole ' (World Bank 2011: v) .
To summarize, there are considerable data and methodological challenges to achieving robust empirical results relating to the economic impact of regulatory policy reform in developing countries.
Regulatory policy reform and enterprise sector development
Entrepreneurship and the growth of the enterprise sector are key drivers for the development of the market economy, and the entry of new businesses can foster competition, employment and economic growth (Klapper et al. 2006; Djankov et al. 2002) .
The reform of enterprise registration and licensing procedures has been a significant part of donor programmes for private sector development, based on the belief that complex and time consuming procedures for registering a new business may act as a barrier to the growth of new firms and formal sector development. The evidence on the impact of enterprise registration and licensing reform is mixed. The majority of studies have applied regression analysis to cross country or panel data. In general, the results show a positive relationship between registration and licensing reform and various enterprise performance indicators, including, the number of new registrations, size of the formal sector, employment growth and tax revenues (Box 3). However, the results are subject to many of the reservations that were discussed in the preceding section. In particular, robust evidence of a unidirectional causal relationship is often missing, and the influence of other variables may not be fully accounted for.
Country-specific studies may provide greater insight and understanding of the underlying causal relationships between enterprise registration reform and economic outcomes. In Vietnam, the Enterprise Law of 1999 played an important part in liberalizing market forces by simplifying business registration procedures and removed many business licensing requirements. In the five year period following the Enterprise Act, the average number of enterprises registered annually was significantly higher than in the preceding period, resulting in a steady increase in the share of private sector investment in aggregate investment (CIEM 2006) . What is less clear, however, is the extent to which the rise in enterprise registrations represented a growth in new enterprises and private sector investment, as compared to a transfer of existing informal enterprises into the formal sector. More detailed research revealed that the approximately 45 per cent of the new registrations had formally been informal entities (household businesses) that had decided to formalize their business operations under the Enterprise Law. It was also found that a significant number of registered enterprises were not operational, either because they were 'ghost' enterprises that had never started up in business, or had been unsuccessful and ceased operations (Freeman et al. 2005 ).
Experimental evaluation methods have been used to analyse the impact of business registration reform in both Mexico (Bruhn 2011; Kaplan et al. 2011) and Sri Lanka (de Mel et al. 2012) . In Mexico, the reform of business registration was organized by a federal agency but implemented at the municipal level on a staggered basis. This allowed the authors to use the municipalities in which the reform was introduced later as a control group for the municipalities in which it was introduced earlier, using a difference in differences estimation methodology. The reforms reduced the time required to register at the municipal level from 30 to 2 days for firms operating in specific sectors. Both studies find that the reform succeeded in increasing registrations. However, the studies reach different conclusions as to whether the increase in registrations is due to the formalization of existing businesses or the establishment of new businesses.
In Sri Lanka, a field experiment was conducted to test the potential impact of registration reform on the movement of enterprises from the informal to formal sector. Offering information on the registration process and reimbursement of direct registration costs had no impact on formalization. Offering direct payments equivalent to one half of one month's profits led to registration of around one-fifth of the sample firms. The main reasons for not formalizing included issues related to ownership of land and concerns about tax liability, particularly on labour. Follow up surveys of the firms that had registered showed that the majority of firms had not increased their income as a result of formalization.
Box 3: Enterprise registration and enterprise sector development Audretsch et al. (2006) show how cumbersome regulations and administrative procedures for starting a business are associated with a smaller number of legally registered firms, greater informality and more opportunities for corruption.
Klapper and Love (2010) use a cross country time series panel dataset covering 92 countries on the number of newly registered companies (World Bank Entrepreneurial Snapshots) and data for the Doing Business reports on the cost, time and number of procedures required for registration of new companies, to investigate the impact of enterprise set up costs on the growth of new enterprises. Using regression analysis, they find that barriers to starting a business are significantly and negatively correlated with business density, calculated as the total number of businesses registered as a percentage of the economically active population. For example, the fewer the procedures required to start a business, the greater the number of registered firms. There is also a significant relationship between the cost of starting a business (as a percentage of GNP) and business density. This study also investigates the relationship between the magnitude of reforms and new firm registrations and finds that small reforms (less than 40 per cent reduction in costs, days or procedures required for business registration), do not have a significant effect on new firm creation. They also find that countries with relatively weaker business environments require larger reforms in order to impact new firm growth.
Ciccone and Papaioannou (2007) combine industry level data on employment growth and the growth in the number of establishments with data on the time taken to obtain legal status to operate a business covering 45 countries in the 1980s. The main empirical finding is that in countries where the legal status to establish firms can be obtained more quickly, there is significantly more entry in industries that experience expansionary global demand and technology shifts.
Freeman et al. (2005) analyse a sample of firms that registered under the 1999 Enterprise Law in
Vietnam. They show that the number of new registrations in the period following the simplification of registration procedures significantly overstates the number of new enterprises, since enterprises that had previously been operating in the informal sector transferred into the formal registered sector. The registration statistics also overstate the number of active enterprises since enterprises that cease operations are not removed from the register.
Bruhn (2011) and Kaplan et al. (2011) both study a business registration reform in Mexico which reduced the time required to register a business from 30 to 2 days. Both studies find some increase in the number of registrations, although Bruhn concludes the increase is due to new businesses entering the market, whereas Kaplan et al. conclude that the increase is due mainly to the formalization of existing enterprises.
De Mel et al. (2012) conducted a field experiment in Sri Lanka that provided incentives for informal firms to formalize by registration. The results suggest that simply reducing the costs of registration does not result in any increase in registration. The offer of a financial incentive to register led to a modest increase in registrations but the majority of firms chose to continue operating in the informal sector. The perceived benefits of registration are outweighed by the disadvantages of paying taxes and other informal payments to government officers, and problems of having to provide proof of ownership of land on which the firm operated.
To summarize, regulatory reform aimed at the development of the enterprise sector has focused on reducing the costs to business of complying with government regulations for the registration and licensing of enterprises. This is grounded in the belief that burdensome entry regulations prevent small firms becoming formal and act as a barrier to new firms setting up in business. While there is cross country regression evidence of a positive relationship between the growth of the enterprise sector and the level of business regulation costs, the evidence on the underlying causal relationships is less conclusive. In general, the results of both regression analysis and experimental methods suggest that reducing the costs of registration alone is unlikely to have a major impact on the growth of the formal enterprise sector. Accelerated growth of the enterprise sector requires significant changes in the broader regulatory environment which can shift the balance between the costs and benefits of operating in the formal sector.
Evidence on regulatory governance reform
The term 'governance' has been used in the literature to cover different dimensions of the quality of public institutions. According to Douglass North's widely cited definition, the term 'institution framework' refers to the set of informal and formal 'rules of the game' that constrain political, economic and social interactions (North 1990 (North , 1991 . From this perspective, a 'good' institutional environment is one that establishes an incentive structure that reduces uncertainty and promotes efficiency, thereby contributing to stronger economic performance. Included in this institutional structure are the laws and political and social norms and conventions that are the basis for successful market production and exchange.
Adherence to the principles of open government, including transparency, accountability and consultation, helps in ensuring that regulation serves the public interest and is informed by the needs of those interested in and affected by regulation. The underlying logic is that adherence to the principles of open government will contribute to better regulatory governance and mitigate important constraints to economic performance, by, for example, reducing the risk of regulatory policy failure, improving policy consistence and lowering corruption and vulnerability to capture by particular interest groups.
In this section we focus on two types of regulatory reform interventions aimed at improving the quality of regulatory governance in developing countries. The first relates to strengthening of regulatory institutions charged with the implementation of regulation policy, particularly in the infrastructure sector. The second relates to the introduction of regulatory impact assessment as a measure of improving the quality of new regulation measures. Both types of regulatory reform are intended to result in better regulatory governance which in turn will lead to improved economic outcomes.
Regulatory institutions
Since the early 1980s, policy in developing countries has shifted from that of the interventionist state to the focus on the regulatory state (Majone 1994) . The regulatory state model envisages leaving production to the private sector where competitive markets work well while using government regulation where significant market failure exists (World Bank 1995) . The widespread privatization of state-owned enterprises in developing countries during the 1980s and 1990s was expected to improve the economic and financial performance of the privatized enterprises, however, evidence on the post-privatization performance of the now privately owned enterprises suggested that privatization in the form of a change in ownership was not the critical factor in raising productivity and reducing production costs . More important is the introduction of effective competition and organizational or institutional change. In the case of infrastructure industries, simply moving a monopoly from the public to the private sphere will not result in competitive behaviour. A key requirement for economic success then becomes the effectiveness of the regulatory regime in promoting competition or in controlling the anticompetitive behaviour of dominant firms (Box 4).
Box 4: Regulatory governance and utilities' performance Zhang et al. (2005 Zhang et al. ( , 2008 model the impact of privatizing electricity generation in developing countries only, using panel data for up to 51 economies, between 1985 and 2000 or 2001. These studies, using fixed effects panel data modelling, confirm that competition increases service penetration, capacity expansion and labour productivity, but that the effect of privatization alone is statistically insignificant except for capacity utilization. They also confirm that the sequencing of reforms is important. The establishment of an independent regulatory authority and the introduction of competition before privatization are correlated with higher electricity generation, higher generation capacity and, in the case when competition is introduced before privatization, improved capital utilization. The implication for policy is that privatization alone is unlikely to lead to improved performance in terms of productivity and services and that it is desirable to introduce competition and effective state regulation before rather than after privatization occurs. Gutierrez and Berg (2000) identify the importance of effective regulatory governance in achieving performance improvements in Latin American telecommunications. 'Independent' or quasiindependent regulatory bodies, in the forms of offices, agencies and commissions, have been set up, with the expectation that private capital will only be forthcoming to the desired levels if a high degree of regulatory transparency, consistency and accountability exists.
Wallsten (2001) provides an empirical study of telecommunications in 30 African and Latin American countries, and reports that privatization, on its own, was not associated with efficiency improvements and needed to be combined with building regulatory capacity. Gutierrez (2003) , studying performance in telecommunications in 22 Latin American countries between 1980 and 1997, finds that sound regulatory governance has a positive effect on network expansion and efficiency and competition and divestment by the incumbent operators contributes positively to sector performance. Galal and Nauriyal (1995) have compared the pre-and post-privatization performance of the telecommunications industry in seven developing countries. They find that countries that solved three regulatory issues, namely incentives, information and commitment, achieved greater improvement than those that failed to do so.
The studies reported on in Box 4 use regression analysis to establish a positive correlation between regulatory institution and utility performance. Typically, the regulatory institutional variable is proxied by a dummy variable which takes a value of one where there is a regulatory body in place, or zero where there is no regulatory authority. In other studies, the World Bank's Governance Indicators are used. These data are provided in the form of scale values. Neither data set fully captures the variation in institutional quality and effectiveness of regulatory bodies.
The effectiveness of utility regulation in controlling anti-competitive behaviour can be compromised by regulatory capture. 'Regulatory capture' involves the regulatory process becoming biased in favour of particular interest groups and notably the regulated companies. Regulatory capture is associated with a weighting favouring producer over consumer surplus.
Regulation may also be subject to 'political capture', where the regulatory goals are distorted to pursue political ends. This is most likely to arise where the regulation is directly under the control of government ministers; hence the case for some kind of arm's length or 'independent' regulatory agency. Under political capture, regulation becomes a tool of selfinterest within government or the ruling elite (Stiglitz 1998 ).
However, many developing countries lack strong regulatory capability in terms of trained personnel and sound laws to sustain regulatory commitment and credibility. Regulatory offices in developing countries tend to be small, under-manned for the job they face, and possibly more expensive to run in relation to GDP than in developed economies (Domah et al. 2003) . The other main difficulties found in many developing countries relate to broader governance problems (Stern and Holder 1999; Minogue 2002) or the legal powers and responsibilities of regulators and their effective independence from regulatory capture. There is country-level case study evidence that suggests regulatory bodies have functioned poorly due to inadequate skills, governance problems and the prevalence of capture (e.g. Overall, there is evidence of inappropriate transfer, with the models of sector regulation that were developed in the advance OECD countries being adopted in institutionally less well endowed developing countries (Minogue 2004 ).
Regulatory impact assessment
Regulatory impact assessment (RIA) is a widely used regulatory management tool in most OECD countries, and has been a prominent feature of regulatory reform programmes in developing and transition economies Rodrigo 2005) . RIA can be used both to improve the quality of new regulation and to reduce the quantity of unnecessary or over-costly regulation that is already in place. The ex ante assessment of proposed regulations helps to improve the quality of new regulatory proposals by analyzing the problem that the regulation is intended to solve, identifying alternative ways of dealing with the problem, and assessing the likely positive and negative impacts of adopting the proposed regulation. Where possible, the RIA provides quantified estimates of the positive and negative impacts, using economic values. 12 Ex post, RIA can be used to review the net benefits of an existing regulation, and to ensure that regulations remain consistent with their intended policy objectives. RIA also contributes to the attributes of good regulation in terms of transparency, accountability, consistency, targeting and proportionality.
So far, the bulk of the evaluation evidence on RIA relates to OECD countries, and is concentrated on the quality of the procedural processes associated with the preparation of RIA assessments, rather than on the impact on better regulation (Jacobzone et al. 2010; Radaelli and Fritsch 2012) . Overall, the studies show that the adoption of RIA has had a positive effect on the quality and scrutiny of new legislative proposals, with institutional capacity to adopt new procedures playing an important part in determining the extent to which RIA has been 'embedded' in the overall public policy management cycle. There is no single 'best practice' model for RIA and the institutional set up varies according to the legal, political, economic and social conditions in the country concerned. 13
Evidence on the impact of RIA in developing countries is limited (Box 5), but shows that RIA has been more restricted in its scope, often concerned only with economic regulation affecting the business sector, with responsibility for the application of RIA being given to a single ministry. In many cases, RIA has been adopted as part of a donor funded private sector development programme rather than forming part of cross-government public sector management reform.
Box 5: Regulatory impact assessment Kirkpatrick et al. (2004) survey RIA procedures and practice in 40 developing and transition economies. The results suggest that a growing number of low and middle-income countries are applying some form of regulatory assessment, but that the methods adopted are partial in their application and are not systematically applied across government. Few countries appear to be applying RIA consistently to regulatory proposals affecting economic, social and environmental policies. While there is a general recognition of the desirability of including benefits as well as costs in an RIA, the main focus is on costs. Methods of quantification were generally underdeveloped. In most cases consultation has been incorporated as part of the process, but has tended to be limited to government and the business sector, with consumer interests and other civil society interest groups being under-represented in the consultation process. Few regulatory authorities in lower-income economies seem to make the results of their consultations public. Finally, in almost half of the countries from which completed questionnaires were received RIA appeared to have been adopted on a standalone basis rather than as part of a broader programme of regulatory governance reform.
Zhang (2010) examines the extent to which RIA as a tool for better regulation design has been integrated into a broader programme of regulatory reform, based on the OECD definition of regulatory reform as involving three complementary components-tools, institutions and policies. 14 The analysis is based on data collected through questionnaire surveys in a sample of developing countries in Asia and Africa in 2003 and 2007. The results show that while the majority of countries in the sample have adopted some form of RIA, few has shifted to taking a systematic view of regulatory governance.
The absence of government-wide regulatory policies signifies a lack of government's commitment to and endorsement for regulatory reform. Crucially, governments have in general not provided an adequate level of tangible support for the implementation of such policies, in terms of resources and required institutions. Neglect of ex post evaluation of regulations constitutes an important limitation and hampers a dynamic approach to policy effectiveness and efficiency. Regulatory tools have not been systematically combined to improve policy development and review processes. Rather, the use of the tools such as RIA and consultation is grafted onto existing procedures, often as a donor funded project, and is regarded as an additional procedural requirement to be met.
Key findings
The objective of this paper has been to review the state of knowledge on donor interventions that are intended to improve the economic and regulatory environment for private sector development in developing countries. The focus has been on two aspects of regulatory reform policy: interventions aimed directly at stimulating economic output and growth, and those 13 Cordova-Novion and Jacobzone (2011); IFC (2010) . 14 See OECD (2002 OECD ( , 2011 that are intended to improve regulatory governance as a means of indirectly supporting private sector development and enhanced economic performance.
There is a paucity of data on donor interventions in the area of regulatory reform and private sector development. In part, this is a result of the use of the term 'private sector development' to cover a wide range of projects, programmes and strategic interventions aimed at encouraging market-led development. There is no cross country database on donor expenditures on regulatory reform or on private sector development which would permit comparative research and evaluation of donors funding to be conducted. As a result, most of the available evidence relates to regulatory reform per se, rather than to donor supported interventions in this area.
The paper takes the form of a literature review, concentrating on quantitative evidence on the impact of regulatory reform. It covers four main areas: regulatory reform in general, enterprise registration and licensing reform, regulatory institutional strengthening and regulatory impact assessment. The focus is on presenting the available evidence on the economic impacts of regulatory reform in these areas. 15 Impact evaluation methods are designed to help explain how and why a policy intervention has an effect on a target variable(s). A variety of evaluation methods and techniques have been used to estimate the impact of regulatory reform in developing countries, including econometric analysis and experimental methods. However, the capacity of these methods to explain and measure the contribution that a specific intervention has made to a measured economic outcome varies, and the evidence that they provide needs to be carefully interpreted, particularly with regard to attribution and causality.
An important limitation of the impact evaluation literature on regulation policy and governance is the concentration on the costs of regulation. The studies reviewed are predominantly focused on regulatory costs to the economy in general or to enterprise in particular. Indeed, the term 'regulatory burden' is used frequently to describe the consequences of regulation. This can be explained in terms of the difficulties that are encountered in attaching an economic value to benefits. Nevertheless, the omission of economic benefits of regulation from many of the studies covered in this review should be borne in mind when interpreting the empirical results.
The literature on regulatory policy in general appears to be the most extensive. Using various proxies for regulatory reform the studies seem to confirm that regulation, when it is not well designed, can stifle economic activities and ultimately reduce economic growth. However, it also appears that regulatory governance and the institutional framework in a country may mitigate the damaging impacts. Regulatory reform also appears to be less effective in terms of improving economic growth in countries where the existing level of regulation is comparatively low. A possible interpretation of this result is that the problem for business may be less the scale of regulation but rather the frequency with which regulations change. Once a business has undergone the 'set up' costs of complying with a regulation, removing it may provide little in the way of cost savings. Replacing them with new regulations, intended to be less burdensome, may actually impose a net cost, contrary to the intention. The frequency or regularity with which businesses need to comply with a regulation may be important and this too is not captured in data concerned simply with the quantity of regulation. In other words, understanding the dynamics of regulatory policy reform requires a more refined approach to regulation than exists in the current literature.
The measures used to quantify the 'regulatory burden' typically aggregate regulations into a single measure. The use of highly aggregated data in cross country analyses means that the more subtle relationships between particular regulations and economic variables are possibly concealed or lost in the aggregation. It is to be expected that different regulations will impact differently on the economy.
The literature on the economic effects of particular areas of regulatory reform or types of regulatory instruments or tools is more limited. The availability of cross country enterprise level data has allowed investigation of the effects of regulation on the entry of new firms into industries and enterprise sector diversification and growth. In general, the findings are consistent with the notion that excessive regulation can reduce the entry of new firms into markets and discourage new investment by existing enterprises. However, there are again problems in interpreting the empirical results, particularly in identifying the underlying causal relationship between regulatory reform and the growth of new and existing enterprises. The impact of enterprise registration reform, for example, appears to be more affected by broader business environment conditions, rather than registration cost reduction per se.
There is also an emerging empirical literature on the relationship between regulatory independence and economic outcomes. The studies reviewed, covering the utilities sector, confirm that economic outcomes are improved when there is an independent regulatory agency. However, the evidence also suggests that the effectiveness of independent regulation is influenced by the threat of continuing political interference in regulatory decisions and by the possibility of regulatory capture. Again, it seems that the results may be context specific, with the effectiveness, and credibility, of independent regulation dependent upon wider governance issues in a country.
Finally, the limited literature on regulatory impact assessment (RIA) in developing countries points to the importance of institutional and political factors in determining the impact of RIA procedures on the quality of regulatory policy in particular, and on the public policy management process more generally. Similarly, the contribution of open government, in the form of consultation, transparency and accountability to better regulation has received little research attention, no doubt because of the difficulty of measuring consultation, transparency and accountability and quantifying the effects.
Looking across the different categories investigated, the scope of the studies is most obviously restricted by the existence of data. Indeed, data availability appears to drive the method, content and direction of the empirical research undertaken. The preponderance of research on regulatory policy in general can be explained in terms of the existence of wellestablished data bases such as the World Bank's Doing Business and Governance Indicators. But this data has its limitations, being based on expert, but nevertheless subjective, opinion surveys. Similarly, the Doing Business data relate only to larger limited liability companies, and therefore exclude SME sector enterprises that predominate in the enterprise sector in developing countries.
The accessibility of large panel datasets for developing countries has meant that much of the impact evaluation literature on regulatory reform has used econometric regression analyses to identify the statistical significance of the regulatory variable and the economic outcomes under investigation, after allowing for other variables that might impact on the results (control variables). But, as discussed in section 2, there are important caveats about the use of regression analysis.
By contrast, there has been limited use of other evaluation methods. Donor evaluation reports on regulatory reform projects have given little attention to issues of attribution and longer term economic impacts. Many tend to be descriptive and lack quantification, which is the focus of this review. There is an emerging literature which uses experimental methods to evaluate the impact of regulatory reform at the enterprise level. But is has proved difficult and costly to create the sample datasets that meets the requirements of this methodology. Where several studies have been carried out, as in the case of Mexico, the results have been interpreted differently.
Most studies have dealt with 'regulatory burden' at the national economy level. This has a number of negative consequences. First, there is a risk that differential effects at the regional and local levels are glossed over or ignored. Second, sectoral or industry level differences may be missed. Large enterprises might be expected to be better resourced to comply with regulations than smaller firms and therefore regulation may impact more severely on the latter. Similarly, the competitive structure of a given industry will influence the impact of regulation on the industry's performance. Second, the focus on the costs of regulation means that while the results provide qualified confirmation of the desirability of regulatory reform, they offer little guidance on the particular reform measures that are likely to be cost-effective or provide 'value for money' in terms of costs and benefits of the intervention.
To summarize, there are considerable data and methodological challenges in deriving policy relevant 'learning' from the existing literature on the economic impact of regulatory reform in developing countries. Furthermore, it should be recognized that the literature review has focused on economic regulation and has ignored the role of regulation in improving social, health and safety and environmental outcomes. The results of studies that concentrate upon regulatory costs or 'burdens' can therefore provide misleading policy results because the crucial importance of regulation for pro-poor or balanced development are ignored. The results do not capture the true welfare effects of regulation reform.
Conclusions
This study has provided a review of studies on the economic impacts of regulatory reform in developing countries. In many cases, the regulatory reforms have been part of donor-assisted programmes for private sector development. The review has included examples of the different impact evaluation methods that have been used to provide quantitative evidence on the impact of regulatory policy and governance interventions on economic performance and growth.
The results of the study suggest the following lessons for donors and policy makers. First, the effects of regulatory reform are context specific. The literature on regulatory policy and governance seems to confirm that poorly designed regulation can stifle economic activities and ultimately reduce economic growth. However, it also shows that regulatory governance and the institutional framework in a country may mitigate the damaging effects. In other words, donors should be alert to the dangers of adopting a 'one size fits all' approach to regulatory reform and instead recognize the need to modify and adapt regulatory management processes to meet each country's institutional and regulatory endowment. For example, it is unrealistic and ultimately counterproductive, to introduce a comprehensive RIA procedure across all departments and applied to all new legislation, where human resource capacity within the public sector is limited. Similarly, the reform of enterprise registration procedures, without at the same time reforming licensing regulations, is unlikely to succeed. Independent regulatory institutions will be less likely to affect an improvement in economic outcomes where there is the risk of 'capture' by the regulated industries or where there are inadequate safeguards against arbitrary political interference.
Second, the literature review has revealed the limitations of the quantitative evidence on the economic consequences of regulatory reform in developing countries. This reflects both methodological and data limitations. The methodological approach to evaluation impact has relied heavily on regression analysis. There is an evident need to broaden the range of designs and methods for impact evaluation that can be applied to donor-supported programmes. This would include quantitative, qualitative and 'mixed' methods. While donors have increased their support for methodological research in recent years, much of the investment has been in a relatively narrow range of experimental and statistical methods that are limited in their application to donor programmes. Data problems are reflected in the heavy reliance on publicly accessible panel data sets. There is a paucity of quantitative and qualitative evidence on specific donor projects and programmes. Greater transparency and public accessibility to donors' programme outcomes would allow improved external evaluation and scrutiny of donor interventions, and at the same time would demonstrate donors' commitment to greater accountability and value-for-money.
Third, and following on from the previous point, more attention needs to be given to the benefits of regulation. In assessing or evaluating the impact of regulatory reform an attempt should be made to apply some form of cost benefit analysis. It will seldom be possible to apply a full economic cost benefit analysis where all benefits and costs are valued in economic values, and the net economic benefit is estimated. But where rigorous economic cost benefit cannot be applied, it will often be possible to present quantitative and qualitative data on positive and negative impacts using indicators of 'significance'.
Evidence on the impact of donor-supported regulatory policy and governance interventions is in scarce supply. This review of the current state of knowledge on the impact of regulatory reform in developing countries has revealed that while regulatory reform and private sector development have been widely espoused by donors and policy makers alike, the results of policy interventions in this area are still only partially understood. There is much more work to be done in broadening the range of designs and methods for impact evaluation and in supplementing the available data on donor supported regulatory reform programmes before the regulatory reform agenda can be judged to be firmly evidence-based.
